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Honourable Councillors 


Officials of Gamagara bacal Municipality 
Ward Committee Members 
Members of the Community 
Ladies and Gentlemen 

It is my privilege to presentto you the 2010/11 Budgettoday. 

We meet here todayjust 12 Daysbefore the kick-off of the 2010 FIFA World Cup, the event 
which our country has the privilege to host after its 101 years of existence. This is a clear 
indication that Africa as a continent has entered into a century of growth and 
development. Throughout our municipality you see banners and flags flying the colours of 
different nations, quite frankly causing forced awakening to anyone who is still obliviousof 
the upcoming privilege. It is now time forthe residents of Gamagara Local Municipality to 
catch the vision and join the fun. THE 2010 FIFA WORLD CUP IS HAPPENING- KE NAKO! 

Twenty years ago, we showed the world that we could unite around a common cause, a 
democratic, non racial, non sexist South Africa. We showed ourselves and the world that 
we could compete politically and yetfind a shared understanding on matters of concern 
to all of us- building a betterSouth Africa forourchildren and grandchildren. Now we must 
again use this remarkable national capability to energetically and urgently address the 
problems of jobs, growth and poverty. 

It is also with noting that it is almost the end of the term of office of this current council as 
we will be heading to the local government election in a few monthstime from today. As 
the council of Gamagara Local Municipality we should be able to evaluate to what 
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extent have we implemented the mandate our people gave us about four years ago. I 
am indeed tempted to divulge those achievements orthe state of our municipality today 
but unfortunately the gathering is restricted to the budget, though we will find a way of 
sharing that with our communities before the end of ourterm. Ihe journey was indeed a 
short butchallenging one. 

However the hope and vision for our municipality and her people go far beyond how 
much brick and mortar we have laid. Yes that too is important but of equally fundamental 
importance is the extent to which we can embrace with honesty and integrity one 
another across the generation gap, the cultural diversity and classdivide forthe good of 
the genera tionsof today and tomorrow. Ihe hope and vision for our towns should have its 
foundation in our common humanity, our being made after the image of God, our 
common heritage, common dignity and our oneness. That we come closer to the firm 
foundations of being truly one municipality with one hope and vision. 

Today we can all agree that we have had sufficient engagements with our communities 
and other stakeholders in order to compile a gradable IDP which will inform the annual 
budget and subsequently the Service Delivery and Budget Implementation Plan. Ihe 
areaswhich are highlighted in the IDP indicated a lot of work needsto be done during the 
coming financial year. Ihese projects will be vigorously pursued and the municipal services 
for our communities will be provided. All eyes a re on local government to turn around their 
strategies in accelerating service delivery. 
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Forthe 2010/11 we have budgeted R48 211 794forcapital and R139 347 811 for 
ouroperational bud gets respectively. We hope thatthiswill enable usto serve the 
community to the highest possible standard and also to ensure properoperations 
and maintenance of ourexisting infrastructure. 

Our people need hope, Our people want the municipality to lead. We will lead ! 
Ourpeople want government, business, labourand social organisations to work together 
to create a better economic future. People want action on jobs, growth and poverty. We 
must build a new common purpose so that we can use all ourtalents, skills and resources 
to tackle oureconomic and social challenges. 


THANK YOU 


Councillor M.J Rakoi 

Mayorof Gamagara Local Municipality 31 May 2010 
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Mr. Mayor, 

Honorable Councilors, 
The Accounting officer, 
HOD’s and Officials, 
Ladies and Gentlemen 


GAMAGARA LOCAL MUNICIPALITY 

EXECUTIVE SUMMARY ON THE MULTI YEAR BUDGET FOR THE 2010/2011 TO 2012/2013 

FINANCIAL YEARS 


1. INTRODUCTION 

Administrative arrangements in respect of the budget process are set out in Sections 15 to 
26 of the Local Government: Municipal Finance Management Act (MFMA), Act no 56 of 
2003. Section 69 of the MFMA also requires the preparation, submission and approval of 
service delivery and budget implementation plans (SDBIP). 

In addition. National Treasury has also issued circular numbers 10, 12, 13, 14, 19, 28, 30, 

3 1, 41, 42, 45, 48 and 5 1 dealing with administrative guidelines in respect of the 
preparation of the annual budget. 

Section 215(1) of the constitution states that: national, provincial and municipal budgets 
and budgetary processes must promote transparency, accountability and effective financial 
management of the economy, debt and the public sector. Section 215(2) states that: 

National legislation must prescribe; 

(a) the form of national, provincial and municipal budgets; 

(b) When national, provincial and municipal budgets must be tabled; and 

(c) That budget in each sphere of government must show the sources of revenue and the 
way in which proposed expenditure will comply with national legislation. 

Furthennore, section 17 of the MFMA states that the budget must be in a schedule in a 
prescribed format 

The budget consists of 10 core tables and 37 supporting tables. The scope of the new 
budget format comprises of information for seven year, i.e. 3 preceding years, current 
budget year and two outer years. 

Gamagara Local municipality has set short (revised IDP and the budget) and long term 
goals (IDP) which provide the context for priority setting and resource allocation. 

In formulating the 2010/11 Annual Budget it was important that we review the current 
budgeting processes within the context of a developmental local government. 

The developmental path of Gamagara Municipality is charted in the most important 
strategic document, namely the Integrated Development Plan (IDP). The IDP gives the 
medium term plan of five years and spells out interventions that Gamagara municipality 
needs to employ over the medium term towards the achievement of its long term goals. 

One of the requirements that local government should meet is to produce financial plans 
which are then financed through the budget. With the development goals defined in the 
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IDP, financial plans are needed to detennine how these strategies are going to be financed, 
and the long term financial plan and the Annual budget provide for that. 

Necessarily, the allocation of resources (budgeting) among the various programmes and 
projects contained in the IDP should reflect the priority status accorded the development 
goals (in the IDP) addressed by these programmes and projects. In essence, the primary 
point of reference for the budget is the IDP. Developmental budgeting, therefore, 
emphasizes the need for synergy between the IDP and the Budget if the developmental 
goals are to be achieved. Simply put, a developmental Budget is one that addresses the 
goals of the IDP. Our aim is to align the financial resources to the municipality’s strategy 
and priorities, and continuously look for efficiencies in all activities and programmes. 

Gamagara has been classified as a medium capacity municipality and as such the 
compilation and approval of the annual budget for the 2010/2011 to 2012/2013 financial 
years should be in line with the new budget format requirement, as well as the Circulars 
from National Treasury, as far as possible. 

In terms of Council’s approved budget timetable the draft annual budget must be table by 
the 3 1 March 2010 after which it must be published in the media and distributed to other 
stakeholders such as the National and Provincial Treasury, Auditor General and other 
organs of state. 

2. PURPOSE OF THE REPORT 

The purpose of this report is to present the Annual Budgets for the 2010/2011 
to 2012/2013 Financial years to the Council of Gamagara Municipality for 
discussion. 

3. DISCUSSION 

The report will be discussed under the following headings: 

a. Current Financial Situation 

b. Sources of funds and allocation of income 

c. Summary of expenditure per category 

d. Capital Projects 

e. Operational Plans 

f. General Remarks 

3.1 Current Financial Situation 


Key financial indicators for the prior years are set out below. 
* Un- audited figures 
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financial Indicator 


IF 


Estimated 2010/1 


Provision for bad debts 
Interest & Redemption 
Depreciation 

Surplus/(Deficit) for the year 


2,000,000 

5,867,495 

6,500,000 

1,357 


From a review of the indicators the following important deductions should be noted: 

• Debt collection remains an ongoing challenge we are currently busy with data 
cleansing and we are in the process of partnering with an external service 
provider to assist us in collecting the outstanding debt 

• Provision for bad debts; which is cash backed, is R2 million. In providing for 
bad debts the balance sheet actual amount and current collection rate was 
used. Furthermore, the provision is motivated by the drastic measures that the 
municipality is currently undertaking to collect outstanding debt. 

• A projected surplus of Rl, 357 is expected for the annual budget, this small 
surplus is also an indication of an effective service delivery if we stick to the 
implementation of programmes as gazetted. Municipalities are not profit 
making industries and therefore our income should balance to the expenditure. 

In terms of National Treasury Circular no 51 it is important to note the Macro 
Economic Trends and Growth Rates and The guidelines set out below. 



2010/11 

2011/12 

2012/13 

Inflation Forecast (CPIX) 

5.7% 

6.2% 

5.9% 


The tariff increases in the draft annual budget for 2010/11 are as follows; 


Service 

2009/10 

2010/11 

Sewerage 

8.2% 

45.49% 

Cleansing 

8.2% 

6.20% 

Electricity 

25% 

19.43% 

Water 

8.2% 

50.05% 

Rates and General 

New 

6.20% 

AVERAGE 

12.4 

25.47 
































Municipalities must aim to ensure that revenue projections are 
accurate, realistic and collectable. 

The guideline growth limits are only for self-generated revenue 
sources. It excludes the increased national allocations provided for the 
purpose of expanding infrastructure and providing basic services to 
more households. 

Municipalities are requested to ensure that tariff increases remain 
within the inflation band of between 3 and 6 percent. Any increases in 
municipal rates and tariffs above the guideline growth limits must be 
fully motivated and explained to the local and business communities. 
Municipalities are obliged to ensure that their budgets are balanced 
and all expenditure is fully funded. 

Municipalities must ensure that the IDP is revised and linked to 
resource allocations in the budget. 

To achieve national objectives, municipalities should also strive to 
alter the composition of their budgets by spending more on capital and 
basic services and less on personnel and administration and improve 
the quality of spending. Municipalities are expected to maintain a 
clear focus on expanding infrastructure investments to encourage 
economic growth potential, adding impetus to the national priorities 
for improve spending in this area. 

On the operating side, it is important to continue to strive to achieve 
efficiency and productivity gains whilst being mindful of the 
implication that rapid growth in salaries and allowances will mean for 
service delivery. 

When preparing the annual budget the Mayor of the Municipality 
must take into account the national budget, the relevant provincial 
budget, the national governments fiscal and macro economic policy, 
the annual Division of Revenue Act and any agreement reached in the 
Budget Forum. This is in addition to consultation with the community 
and other stakeholders, including district and all local municipalities 
within the district. 

3.2 Sources of Funds and Allocation of Income 

0 An increase of 6.2% in tariffs has currently been provided for Property rates, 
and refuse removal. In tenns of water and sewer, careful input cost 
calculations has been made to propose increases on these tariffs of 50.5% 
and 45.49% respectively to ensure financial sustainability. 

0 For municipal distributors who implemented the 34 per cent increase in the 
2009/10 a municipal guideline increase of 15.33% is approved for 
implementation with effect from 01 July 2010 followed by 16.03% from 01 
July 2011 and another 16.16 from 1 July 2012/13. The municipal guideline 
increase was calculated using the 24.8% increase Eskom is permitted to 
charge in order to generate its ‘allowed revenue from tariff based sales’ 
within its financial year which runs from 1 April to 3 1 March. The guideline 
is not based on the bulk electricity tariff increase of 28.9% that the Minister 
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of Public Enterprises has announced Eskom will charge municipalities for 
the period 01 July 2010 to 30 June 2011. Therefore, in order not to be 
exposed to the financial risk of under-recovery, we need to calculate our 
2010/1 1 tariff on the 28.9% increase 

0 The proposed budget for the 2010/2011 financial year was determined from 
projected income and any possible additions as per the table of revenue per 
source which follows hereunder; 


Revenue By Source 

Audited 

actual 

2008/09 

R’000 

Current 

Adj .Budget 
2009/10 

R’000 

Proposed 

Budget 

2010/11 

R’000 

Property rates 

7, 100 

15,394 

16,349 

Penalties and collection charges 




Service charges: electricity 

31,339 

45,129 

48,537 

Service charges: water 

15,265 

16,283 

24,507 

Service charges: sanitation 

5,118 

5,914 

8,605 

Service charges: cleansing 

6,371 

7,923 

8,415 

Service charges: other 

1,922 

1,144 

1,151 

Rental of facilities and equip 

982 

1,070 

667 

Interest earned: investments 

2,022 

200 

1,500 

Fines 

356 

206 

200 

Licenses and permits 

695 

489 

340 

Income for agency services 

963 

1,297 

750 

Government grants and 
subsidies 

15,350 

16,484 

18,464 

Gain on disposal of PPE 

5,555 

250 

500 

Bulk Services 

2,533 

6,838 


Proceeds from the sale of land 


4,603 

8,600 

Other 

429 

1,505 

763 

TOTAL REVENUE 

96,007 

124,736 

139,348 


Expenditure 

0 Projected expenditure and any possible additions based on operational 

plans and IDP priorities submitted has been used as basis for determination 
of the Budget. 

A summarized discussion of the operating budget is set out below. 
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3.3 Summary of Expenditure per Category 



2010/11 

2009/10 

2008/09 

Major Category 

Proposed 

Current 

Actual 


R’000 

R’000 

R’000 

Personnel 

47,271 

44,433 

32,792 

Councilors Remuneration 

2,046 

1,842 

1,632 

General expenses 

49,391 

48,851 

43,649 

Maintenance 

4,938 

3,905 

3,360 

Bulk purchases 

35,700 

25,443 

21,923 

TOTAL 

139,346 

124,734 

103,356 


From the above the following remarks: 

0 The current expenditure budget shows a growth rate of approximately 

10 %. 

0 In terms of Circular 28 of MFMA of 2003, the budget processes for medium 
capacity municipalities have to change with immediate effect. 

0 We have tentatively provided a 8% (which is average inflation plus 1.5% as 
stated in the organizational rights agreement) across the board and notch 
increases where necessary, “new” employees were also taken into account. 

0 An allocation of approximately 2.5 million from the Equitable Share Grant 
shall be utilized for the provision of free basic services and direct subsidy of 
indigents. The current allocation for free basic services comprised of 6kl 
water to all households, an additional 6kl of water to indigent households 
and 50 kW of electricity per month for indigent households. 

0 Capital projects to be funded from the Municipal Infrastructure Grant (MIG) 
and other grants as per the Division of Revenue and external loans. 

In reviewing departmental expenditure versus income generated, it should be noted that 
there are departments which are mainly of support nature and deals with community 
services and as such do not generate income. In order to balance the expenditure for these 
departments’ distributions with revenue income, sources such as rates and taxes, equitable 
share allocation and any surpluses on trading services such as electricity are used. 

3.4 Provision for Bad Debts 

0 A significant attempt should be made to provide adequately for bad debt 
and working capital. 

An extract from section 18 of the MFMA reads as follow: 

“(1) An annual budget may only be funded from- 

(a) realistically anticipated revenue to be collected; 
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(b) cash-backed accumulated fund form previous year’s 
surpluses not committed for other purposes; and 

(c) borrowed funds, but only for the capital budget referred to in 
section 17 (2). 

(2) Revenue projections in the budget must be realistic, taking into 
account- 

fa) projected revenue for the current year based on collection 
levels to date; and 

(b) actual revenue collected in previous financial years.” 

3.5 Capital Projects 

Only Capital Projects for which funding has been secured has being included in the 
Capital Budget. All municipalities that have been categorized as high and medium 
capacity (for the implementation of the MFMA) will receive their MIG grants 
directly, as long as they comply with section 14 of the Division of Revenue Act (on 
tabling of a three-year budget), and adherence to section 37(2) (submitting a 
detailed three-year capital plan for the 2010/11 to 2012/13 budget) 

The 2010/11 budget will be funded as follows: 

External Grants/ Subsidies - R24 784m 

Public Contributions - R7 934m 

Internal Funds - R15 493m 

3.6 Operational Plans 

The consolidated operational plan to be approved by council should be tabled with 
the Annual Financial Statements after review by the Heads of Departments.. These 
operational plans reflect the priorities of Council to be addressed in the 2010/2011 
financial year and the 2 subsequent years. 


3.7 Budget Community Participation Programme 

Legislation requires the municipality to draft a programme for community 
participation during the budget process which should be led by the mayor and 
councilors in collaboration with administration. The consultative process must take 
place before adoption of the final budget in May 2010. 


Thank you 
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1. Budget Related Policies 

The Municipal Finance Management Act, (MFMA) Act No 56 of 2003 and the Budget 
Reporting Regulations prescribe the preparing and amending of budget related policies of 
municipalities. 

The policies used as a basis for compiling the budget are new, revised or previously approved 
and are now remaining unchanged. 

Only new policies with recommended changes are produced in hard copy. Policies that 
remained unchanged will be made electronically available on request. 

The following policies are contained on CD: 

1. Tariffs policy in term of section 74 of the Municipal Systems Act 

a. Electricity 

b. Water and Wastewater 

c. Solid Waste 

2. Property Rates Policy and By-law 

a. Rates policy in terms of section 3 of the Municipal Property Rates Act 

b. Rates by-law 

3. Credit control and debt collection policy 

a. Credit control and debt collection policy in terms of section 96 of the MSA 

b. Credit control and debt collection 

4. Banking and Investment policy published in terms of section 13 of the MSA 

5. Financial and Administrative By-Law published in terms of section 13 of the MSA 

7. SCM policy in terms of section 111 of the MFMA 

8. Asset management and disposal of assets policy 

9. Capitalisation Policy 

9. Indigents policy (to be reviewed) 

10. Budget Policy and Procedures (NEW) 

11. Virement Policy (NEW) 
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